FEDERAL ELECTION COMMISSION

WASHINGTON, D.C. 20463
October 19, 2010

MEMORANDUM
To; The Commission

Through: Alec Palmor
Acting Staff Director

From: Patricia Carmona '@C/
Chief Compliance Officer

Joseph F. Stoltz
Assistant Staff Pirector
Audit Division

. Alex Boniewicz
Audit Manager

By: Jim Miller W
. Lead Auditor

Subject: Audit Division Recommendation Memorandum on Kansas Republican Party
(A08-02)

Pursuant to Commission Directive No. 70 (FEC Directive on Processing Audit
Reports), the Audit Division recommends the Commiission approve the findings as presented
in the Draft Final Audit Report (DFAR). The Kansas Republican Party declined the
opportunity to have a hearing. The Office of General Counsel has reviewed this
memorandum and concurs with the recommendation.

Finding 3.,”Payment of Federal Activity Out of Non-federal Accounts” has been
modified. No sample was provided for a mailer to allow a determination if it promoted,
supported, opposed or attacked a clearly identified candidate. As such, that expenditure has
been has been removed from the category *“Payment and Disclosure of Non-Allocable Federal
Election Activity” and placed in the category “Payment and Disclosure of Printed Materials.”
The Kansas Republican Party is aware of this modification and has been given an opportunity
to respond in writing and/or reqnest an audit hearing, which il declined and stated it agreed
with the proposed mbdification.

The Kansas Repubtican Patty was audited once before for the periad January 1, 1976,
through March 31, 1978. A summary of the report is at Attachment 1.



Attachment 1

If this report is approved, the DFAR will be revised accordingly and circulated on a 72
hour no objection basis as a “Proposed Final Audit Report™ within 30 days of the
Commission’s vote.

Should an objection be received, Directive No. 70 states that the report be placed on
the next regularly scheduled open session agenda.

Documents related to this audit report can also be viewed on Voting Ballot Matters.

Should you have any questions, please contact Jim Miller or Alex Boniewicz at 694-1200.

Attachments:
Attachment 1- Previous audit
Draft Final Audit Report on the Kansas Republican Party

cc: Office of General Counsel



Draft Final Audit Report of the
Audit Division on the

Kansas Republican Party
January 1, 2007 — December 31, 2008

Why the Audit == About the Committee (p.

Was Done The Kansas Republican Party is a stéiciparty committee
Federal law permits the headquartered in Topeka, Kansagg¥l ore,information, see the
Commission to conduct chart on the Committee Organization, p. 2%

audits and field
investigations of any

political committee that Financial 4 by
is required to file

¢ Receipts 3 g
reports under the o Contributions from I3 $ 645,470
Federal Election o Corite ot 50,877
Campaign Act (the Polit!
Act). The Commission o Trans 45,475
genarally conducts such
audits when a 22,239
committee appears not
to have met the 14,774
threshold requirement: $ 778,835
for substantial
comPliance with the
Act. idi $ 781,933
determin sjWhether t 6,485
commigtge coraplied $ 788,418
with e 3 ‘ 5
prohibitionSiaid, Findings and Recommendations (p. 3)
g;'s:}::sAu: requ - Misstatement of Financial Activity (Finding 1)

7 Receipt of Apparent Prohibited Contributions (Finding 2)

g Payment of Federal Activity Out of Non-federal Accounts

Future Action (Finding 3)

The Commission may #
initiate an enforcement
action, at a later time,
with respect to any of
the matters discussed in
this repart.

1 2U.8.C. §438(b).
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Part I
Background

Authority for Audit
This report is based on an audit of the Kansas Republican Party (KRP), undertaken by the
Audit Division of the Federal Election Commission (the Commission) in accordance with
the Federal Election Campaign Act of 1971, as amended (the Act). The Audit Division
conducted the audit pursuant to 2 U.S.C. §438(b), which permits th&Gommission to
conduct audits and field investigations of any political committggithat isrequired to file a
report under 2 U.S.C. §434. Prior to conducting any audit .:v g is subsection, the

Scope of Audit £
Following Commission approved procedures, thc
factors and, as a result, this audit examined:

7 -ederal accounts.
ame of employer.

, P satisfied the minimum recordkeeping
eyer, the Audit staff’s testing of disbursements was



Part II
Overview of Committee

Committee Organization

Important Dates Kansas Republican Party

®_Date of Registration March 15, 1979

* Audit Coverage January 1, 2007 - December 31, 2008
Headquarters J-

Bank Information

e Bank Depositories

¢ Bank Accounts

Treasurer

o Treasurer When Audit Was Conducted

e Treasurer During Period Covered by Audit | EmiiiMit€hell(thru 2/04/0 )
David TEhdene (2/05/07 thru 12/17/07)
Morey Su ﬂf_ n (12/18/07 thru 2/17/09)

] . H i.a{'\nl':"!
Management Information >

e Attended Commission Campaign Finan
Seminar P

. Yes 4
. id staff
of Financial Activity
fdited Amounts)
Cash on ha;l . " $ 14,426
Receipts . '
o $ 645,470
o) 3( 50,877
o Transfers from Affiliated/Other Party Committees 45,475
o Transfers from Non-federal Account 22,239
o All Other Receipts 14,774
Total Receipts : $ 778,835
Disbursemants
o Operating Disbursements $ 781,933
o All Other Disbursements 6,485
Total Disbursements $ 788,418
Cash on hand @ December 31, 2008 $ 4,843




Part III
Summaries

Findings and Recommendations

Finding 1. Misstatement of Financial Activity

A comparison of KRP’s reported figures to bank records revealed a misstatement of receipts,
disbursements and cash-on-hand in both 2007 and 2008. For 2007, IRP overstated begmnmg
cash on hand by $4,628, overstated receipts by $11,885, understatsded
and averstated ending cash-on-harid by $27,883. In 2008, rec Ef
$111,149, disbursements understatcd by $l76 956 and the end

Finding 2. Receipt of Apparent ] ontributions
Based on a review of contributions received by KRP, t Ssz," #tafPdentified fodr contributions
totaling $52, 498 Wthh appear to be from prohlblted sourc S2ln response to the interim audit

Srgltg its non-federal account.
Cltmg Insufficient funds, KRP amended i itd) : disglose
federal accaunt for the mmaining prohibitedig St 7 : ‘4}‘“ (Far mave detuil, see ¢. 6)

0f Feder

Finding 3. Payme



Part IV
Findings and Recommendations

| Finding 1. Misstatement of Financial Activity

Summary

A comparison of KRP’s reported figures to bank records revealed a misgtatement of receipts,
disbursements and cash-on-hand in both 2007 and 2008. For 2007, KP:

$111,149, disbursements understatad oy $l76 956 and the en ng cas -u;gu, zhand was overstatcd
by $93 690. In response to the interim audit report recomyfienda amended its reports to
materially correct the misstatements noted above. i - X

Legal Standard FRE B -~
Contents of Reports. Each report must disclose: o,

o The amount of cash on hand at the beginning and end®a
» The total amount of receipts for the tgporting period and't3Rthe calendar year'
 The total amount of disbursements forgheire \ Aridsfo

e Certain transactions that require itemizagio 333 Sphedule A (It mjzcd Receipts) or Schedule

B (Itemized Disbursementa). 2 U.S.C. §45 B40) PHRG), (4)4 And(5).
Facts and Analysis SENTE. f
The Audit staff recongile edactivi hk records for calendar years 2007 and 2008.
The following charts*ou i the beginning cash balances, receipts,

disbursements, and the erdide
reasons for the misste it

¥+ Reported Bank Records Discrepancy

$19,054 $14,426 $4,628

Overstated

$184,566 $172,681 . $11,885

ol - Overstated

Disbursements < $172,457 $183,827 $11,370
Understated

Ending Cash Balance $31,163 $3,280 $27,883
@ Docembar 31, 2007 Overstated

The beginning cash on hand was overstated by $4,628 and is unexplained, but likely resulted
from prior period discrepancies.



The overstatement of receipts was the result of the following:

¢ Centribution amount incorrectly reported (see details below) $ 8,220
¢ Reported non-federal caucus reeeipts in errer (25,000)
o Transfer of funds from non-faderal not reported 2,599
e Unexplained difference 2296
Net Overstatement of receipts $ (11,885

The understatement of disbursements was the result of the following:

* Transfer to non-federal account not reported (see details below) $ 8,220
¢ Disbursements not reported ; 3,150

Understatement of disbursements $ 11370
KRP received a $15,000 contribution from an individual apd de edfunds to its federal
account on October 24, 2007. KRP reported the amou 'c‘ontrlbutl i8s,$6,780, which

represented the $10,000 contrlbutlon hm:t for indivi E%s less $3, 220 the amG

The $27,883 overstasment of the closin ZShibx ofithe misstatements
described above. »

i to be fedeal in nature. Nearly all receipts
lican National Convention. The Audit staff
t Convention account) in reportable

and expendltures rel (-
has included all activi
activity.

v iy

eported Bank Records Discrepancy

$31,163 $3,280 $27,883

Overstated

$495,005 $606,154 $111,149

Understated

Disbursements ¥ $427,635 $604,591 $176,956
f Understated

Ending Cash Balance- $98,533 $4,843 $93,690
@ December 31, 2008 Overstated

The understatement of receipts resulted from the following:
¢ Receipts deposited into the National Convention account not reported $ 74320
o Refund received from Paychex not reported 2,846



* Receipts deposited into various federal accounts not reported 25,822
* Permissible cash deposit for sale of yard signs not reported 13,236
e Repnrted non-federal caucus receipts in error (10,000)
* Transfaers om the non-federal account not revarted 13,737
® Unexplained difference (8.812)
Net Understatement of receipts $111,149

The $74,320 in receipts deposited into the National Convention account mcluded $42,498 that

represents three possible prohibited contributions which were used to d the cost of hotel
rooms, breakfasts for the delegates, and entertainment as dlscussed md: g 2 below.

The understatement of disbursements resuttod from the followifig:

¢ Transfers to the non-federal account not reported 3

¢ Disbursements from the National Convention acco
not reported

e Other disbursements not reported
Understatement of disbursements

§ 5,500

105 243

The $93,690 overstatement of the closing c Ot Hane ) 4JPof the misstatements
described above.

The Audig#att reche ) amend its reports to correct the misstatements for 2007

and 20 gmmended that KRP ameud its most recently filed

repo. with an explanation that the change resulted from a
prior perioe RP reconcile the cash balance of its most recent report to
identify "”‘é fancies that may impact ihe $93,690 adjustment recommended by

the Audit staff s 5?-" he mterlm audit report recommendation, KRP amended its

Summary

Based on a review of contributions received by KRP, the Audit staff identified four contributions
totaling $52,498 which appear to be from prohibited sources. In response to the interim audit
report, KRP indicated it had transferred $15,000 from its federal to its non-federal account.
Citing insufficient funds, KRP amended its most recent report to disclose a debt to its non-
federal account for the remaining prohibited contributions of $37,498.



Legal Standard

A. Receipt of Prohibited Corporate Contributions. Political committees may not accept
contributions made from the general sreasury funda af corparations. This pmhibition applies ta
any type of corperation including a non-stoek corporation, an incorporated membership
organization, and an incorporated cooperative. 2 U.S.C. §441b.

B. Definition of Limited Liability Company. A limited liability company (LLC) is a business
entity that is recognized as an LLC under the laws of the state in which it was established. 11
CFR §110.1(g)(1).

below:
1. LLC as Partnership. The contribution is consnde pilta. \

attributed to each partner by his or her shdf "j
(e)(1) and (g)(2).

barred under the Act—if the LL a,; ch

individual if the LLC is a single-me - )
corporation imder IRSrules 11 CFR §§ 104

) In the case of

R e
s S

must be prepared to refund them. It must therefore maintain sufficient funds to make the

refunds or establish a separate account in a campaign depository for possibly illegal
contributions. 11 CFR §103.3(b)(4).

3. The committee must keep a written record explaining why the contribution may be
prohibited and must include this information when reporting the receipt of the
contribution. 11 CFR §103.3(b)(5).

4. Within 30 days of the treasurer’s receipt of the questionable contribution, the committee

must make at least one written or oral request for evidence that the contribution is legal.



Evidence of legality includes, for example, a written statement from the contributor
explaining why the contribotion is legal or an orai explanntion thet is recorded by the
committee in a memomndum. 11 CFR §103.3(b)(1).
5. Within these 30 days, the ccminittee must either:
e Confirm the legalify of the contribution; or
e Refund the contribution to the contributor and note the refund on the report covering
the period in which the refund was made. 11 CFR §103.3(b)(1).

Facts and Anllynil

totaling $52,498 from apparent corporate entities. The Audit stafE
State that thrce of these entitles werv ingorporaied when the co

convention.

The one remahing contribution ($10,000) was deter
company, which may choose a corporate tax ﬁling statu§
was required to affirm to KRP that it wa%

status being other than coegorate. Reco
afﬁrmntions or any faiiow-up by KRP to

The Audit staff presented this matter to a KRByrepres
with a schedule of the appaggatprohibited contigbyiic
would send a letter requeSt x filing statt
refund any remainingg ' a ributions.

Interix Audit Repolt}
The Audit a(n
the contribufio

contan ble 8gunds. Absent such evidence, it was recommended
that KRB the c@ \ utors or tranafer the funds to a nan-federal sccount
and prov : ) uch refunds (| e., copies of each negotmtcd refund check, front

contributions were re€gtved from corporations or companies taxed as a corporation and deposited
into its Federal accounErather than its non-federal account. KRP transferred $15,000 on January
25, 2010, from its fed€ral account to its non-federal in partial payment of prohibited
contributions and also amended its most recent report to disclose the remaining obligativa of
$37,49%° on Schedule D as owed by KRP to its non-federal account.

2 In its responize, KRP noted a portion of a prohibited contributian had been refunded; however, the refund was
made from its non-federal account. In amendments filed, KRP included this in the amount owed to its non-federal
on Schedule D.



Finding 3. Payment of Federal Activity Out of Non-federal
Accounts

Summary
KRP appeared to have improperly made payments totaling $104,859 from its non-federal

accounts for federal expenses. In response to the interim audit report, KRP amended its reports
to disclose these disbursements paid from its non-federal account for federal/shared expenses.

Legal Standard
A. Accounts for Federal and Non-federal Activity., A party g6 ¢ that finances political
activity in connection with both federal and non-federal aimestablish two accounts
(federal and non-federal) and allocate sitarad expense S@thOY neously suppert
federal and non-federal election activity—between e tw . Aftginatively, the
committee may conduct both federal and non-feg ivi Mi&account,
considered a federal account. 11 CFR §102.5@Y36 5
B. Paying for Allocablpg Expenses. Commiasien regulfitie ar party committeos two ways
to pay for allocable, shared federal/non-federal expens
e They may pay the entire amount af e 1o the federal account and
transfer funds from the non-federalgctlint.Ic actount to cover the non-
federal share of that expanise; or % “WRgd 1
e They may establish a separate, federakallocati tcaunt.drito which the eommittee

deposﬁs funiis fromg

}S'

hujts federal andigfi*federal Bc¢ S6unts salely for the purpose of

-dcral/non-‘?éderal activities. 11 CFR

allocate at least 36° i-ﬂ: expenses to their Federal funds. 11 CFR §106.7(d)(2)(ii) and (3)(ii).

Facts and Analysis

Distinct from the National Conventioa account addressed previously in Finding 1. Migstatement
of Financial Activity, the Audit staff determined that KRP maintained four non-federal bank
accounts, KRP made payments from two of its non-federal account tataling $104,859 that
should have been paid from a federal account. Most of these payments were for allocable
administrative and non candidate specific voter drive expenses, which KRP should have paid
from a federal account and reported on Schedule H-4 using the fixed percentage ratio of 36%
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federal and 64% non-federal in accordance with 11 CFR §106.7(d)(2)(ii) and (3)(ii). Below is a
breekdown of the $104,859 in federal activity paid from the nen-federal adcount:

Payment and Disclosure of Non Allocable Federal Election Activity (FEA)
A payment of $l ,639 was dishwrsed fram one of the non-federal accounts for the purchase of
convention pins’. It appeared KRP should have paid this expense from a federal account.

Payment and Disclosure of Lodging Expense
KRP paid $5,000 from one of their non-federal accounts for lodging pertaining to the national
party convention. This expense should have been paid from a federal#6€ount.

Payment and Disclosure of Allocable Administrative Costs 4
Apparent allocable administrative expenses totaling $83,861 figre di

m d from two non-
fedaral accouats for postﬁge rent, comsultlng, tl'avcl relm

Payment and Disclosure of Printed Materials
KRP disbursed $14,359 fromn a non-federa intédamaterials for whieh copies were

not available to assess the nature of these®&Rpendi . Chigthe Audit staff could not verify
that these exponditures were properly madg agoourit and were not required
to be reported to the Commission. Ghould dg be proviged to indicate these
experditures are other than solely non-federal§ ould properly disclose these
transactions.

The Audit staff compi} I ived, from the non-federal account for its share of
allocable activity. This e
_ ounts.#t issue. Therefore, after considering all
adjustments,tiSitne I} ' et funding of federal activity by the non-federal
committefit R} ! udit period and enly the disclosure issues need to be

address <

& :
At the exi t staff'addressed these matters and pravided schedules
identifying t d above to a KRP representative. The KRP representative stated

The Audit staff recomsfiended KRP demonstrate that the identified disbursements paid from the
non-federal account are solely non-federal expenses. As part of that demonstration KRP was
requested to obtain and provide samples of the printed aterials and a sample or description of
the pin to demonstrate the nature of these expenditures. Absent such a demonstration, it was
recommended that KRP amend its reports to disclose, as memo entries, the above noted

7 The Audit staff is unable to verify that this disbursement was properly made from a non-federal account. The
purchase of the pins was in close proximity to the convention and other paymerits made to that vendor were for
conventien gifts. However, should a copy of the pin or a description of its conteitt be pravidcd indicating tie nature
of this expence to be allocable cr selely non-federni, the Audit staff will revise its conclusian.
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disbursements on Schedules B (Itemized Disbursements) or H-4 (Disbursements for Allocated
Federal/Nonfederal Activity), as appropriate. In resgonse to the interim audit report, KRP noted
that due to scant pecards it is unable to demonstrate that these disbursements are for non-federal
purposes. In light of the lack of recorda and that no non-federal overfunding accurred, KRP
amended its reports to correctly disclose these disbursements.




